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A m e r ic a n  In s t i tu te  of 
C e r t i f ied  P u b l ic  A c c o u n t a n t s
The Meaning of "Present Fairly in 
Conformity W ith  Generally Accepted 
Accounting Principles" in the 
Independent Auditor's Report
(Supersedes Statement on Auditing Standards No. 1, 
section 410.03-.041)
1. An independent auditor’s unqualified opinion usually reads as 
follows:
In our opinion, the financial statements referred to above present 
fairly the financial position of X Company as of (at) December 31, 
19XX, and the results of its operations and the changes in its financial 
position for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 
preceding year.
The purpose of this Statement is to explain the meaning of the phrase 
“present fairly . . .  in conformity with generally accepted accounting 
principles” in the independent auditor’s report.2
1T h is  S ta te m e n t a m e n d s  th e  te x t o f se c tio n  2 1 0 .0 5  o f SAS N o . 1 b y  d e le tio n  
o f th e  la s t s e n te n c e  to  th a t  sec tio n .
2T h is  S ta te m e n t c larifies a n d  ex p la in s  m a tte r s  re la tin g  to  th e  fo rm  o f a u d ito r ’s 
re p o r t  p re s e n tly  in  u se ; th e  S ta te m e n t is n o t a  re s u lt  o f a  re c o n s id e ra tio n  o f th e  
fo rm  itse lf.
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2. The first standard of reporting requires an auditor who has 
examined financial statements in accordance with generally accepted 
auditing standards to state in his report whether the statements are 
presented in accordance with generally accepted accounting prin-
ciples. The phrase "generally accepted accounting principles" is a 
technical accounting term which encompasses the conventions, rules, 
and procedures necessary to define accepted accounting practice at a 
particular time. It includes not only broad guidelines of general appli-
cation, but also detailed practices and procedures (see paragraph 138 
of Statement No. 4 of the Accounting Principles Board). Those con-
ventions, rules, and procedures provide a standard by which to 
measure financial presentations. 
3. The independent auditor's judgment concerning the "fairness" 
of the overall presentation of financial statements should be applied 
within the framework of generally accepted accounting principles. 
Without that framework the auditor would have no uniform stand-
ard for judging the presentation of financial position, results of 
operations, and changes in financial position in financial statements. 
4. The auditor's opinion that financial statements present fairly 
an entity's financial position, results of operations, and changes in 
financial position in conformity with generally accepted accounting 
principles should be based on his judgment as to whether (a) the 
accounting principles selected and applied have general acceptance 
(see paragraphs 5 and 6 ) ; (b) the accounting principles are appro-
priate in the circumstances (see paragraphs 7 - 9 ) ; (c ) the financial 
statements, including the related notes, are informative of matters 
that may affect their use, understanding, and interpretation (see SAS 
No. 1, section 430) ; (d) the information presented in the financial 
statements is classified and summarized in a reasonable manner, that 
is, neither too detailed nor too condensed (see SAS No. 1, section 
430) ; and (e) the financial statements reflect the underlying events 
and transactions in a manner that presents the financial position, 
results of operations, and changes in financial position stated within 
a range of acceptable limits, that is, limits that are reasonable and 
practicable to attain in financial statements.3 
5. Generally accepted accounting principles are relatively objec-
3 The concept of materiality is inherent in the auditor's judgments. That concept 
involves qualitative as well as quantitative judgments (see SAS No. 1, section 
150.04, and SAS No. 2, paragraph 1 6 ) . 
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tive; that is, they are sufficiently established so that independent 
auditors usually agree on their existence. Nevertheless, the identifi-
cation of an accounting principle as generally accepted in particular 
circumstances requires judgment. No single source of reference ex-
ists for all established accounting principles. Rule 203 of the AICPA 
Code of Professional Ethics requires compliance with accounting 
principles promulgated by the body designated by Council to estab-
lish such principles, unless due to unusual circumstances the financial 
statements would otherwise be misleading (see SAS No. 2, paragraphs 
18 and 19). The pronouncements comprehended by Rule 203 are 
statements and interpretations issued by the Financial Accounting 
Standards Board, APB opinions, and AICPA accounting research 
bulletins. 
6. In the absence of pronouncements comprehended by Rule 203, 
the auditor should consider other possible sources of established 
accounting principles, such as AICPA accounting interpretations, 
AICPA industry audit guides and accounting guides, and industry 
accounting practices. Depending on their relevance in the circum-
stances, the auditor may also wish to refer to APB statements, AICPA 
statements of position, pronouncements of other professional asso-
ciations and regulatory agencies, such as the Securities and Exchange 
Commission, and accounting textbooks and articles (see paragraphs 
205 and 206 of Statement No. 4 of the APB). Independent auditors 
should be alert to pronouncements that change accounting principles. 
They should also be alert to changes that become acceptable as a 
result of common usage in business, rather than as a result of pro-
nouncements. 
7. Generally accepted accounting principles recognize the im-
portance of recording transactions in accordance with their sub-
stance.4 The auditor should consider whether the substance of 
transactions differs materially from their form. 
8. The auditor should be familiar with alternative accounting 
principles that may be applicable to the transaction or facts under 
consideration and realize that an accounting principle may have only 
limited usage but still have general acceptance. On occasion, estab-
lished accounting principles may not exist for recording and present-
ing a specific event or transaction because of developments such as 
4 See SAS No. 1, section 110.02, for an explanation of the distinction between 
the responsibilities of an auditor and the client's management. 
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new legislation or the evolution of a new type of business transaction. 
In certain instances, it may be possible to account for the event or 
transaction on the basis of its substance by selecting an accounting 
principle that appears appropriate when applied in a manner similar 
to the application of an established principle to an analogous event 
or transaction. 
9. Specifying the circumstances in which one accounting principle 
should be selected from among alternative principles is the function 
of bodies having authority to establish accounting principles. When 
criteria for selection among alternative accounting principles have 
not been established to relate accounting methods to circumstances, 
the auditor may conclude that more than one accounting principle 
is appropriate in the circumstances.5 The auditor should recognize, 
however, that there may be unusual circumstances in which the 
selection and application of specific accounting principles from 
among alternative principles may make the financial statements 
taken as a whole misleading. 
The Statement entitled "The Meaning of 'Present Fairly in Conformity 
With Generally Accepted Accounting Principles' in the Independent Audi-
tor's Report" was adopted by the assenting votes of twenty members of 
the Committee, of whom three, Messrs. Konkel, Nelson, and Solomon, 
assented with qualifications. Mr. Brasseaux dissented. 
Messrs. Konkel, Nelson, and Solomon approve issuance of the Statement 
but qualify their assent with respect to the continued use of the word 
"fairly" in the standard auditor's report because the meaning of that word 
has been misinterpreted by some users of financial statements. They be-
lieve that, rather than attempting to clarify the meaning of the word 
"fairly," the Auditing Standards Executive Committee should have revised 
the standard auditor's report. They further believe that, by taking an 
approach of clarifying the language in the existing standard auditor's 
report, the Statement will impede further efforts to reconsider and revise 
the standard auditor's report. 
5 For example, at the time of issuance of this Statement, established accounting 
principles do not include criteria for relating the choice among some alternative 
methods, such as inventory methods or depreciation methods, to the circum-
stances of a particular company. 
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Messrs. Konkel and Solomon also object to paragraph 9. Mr. Konkel 
believes that paragraph 9 attempts to impose a standard of fairness in the 
selection from among alternative accounting principles, without giving 
much needed explicit guidance. Mr. Solomon believes that paragraph 9 
imposes a standard of fairness that is independent from generally accepted 
accounting principles. Such a standard would encourage users to rely on 
hindsight in determining whether a given set of financial statements were, 
in fact, misleading. 
Mr. Brasseaux dissents to the issuance of this Statement because he be-
lieves that it fails to remove existing differences of views as to the meaning 
of the auditor's report and the nature of the responsibility the auditor as-
sumes for the financial statements. He believes that the Statement should 
have acknowledged the auditor's duty to appraise the selection of an 
accounting principle from among alternative appropriate principles. As 
issued, the Statement is too narrow in scope and does not adequately 
address the needs of financial statement users. 
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N o t e : Statements on Auditing Standards are issued by the Auditing Stand-
ards Executive Committee, the senior technical committee of the Institute 
designated to issue pronouncements on auditing matters. Rule 202 of the 
Institute's Code of Professional Ethics requires adherence to the applicable 
generally accepted auditing standards promulgated by the Institute. It recog-
nizes Statements on Auditing Standards as interpretations of generally ac-
cepted auditing standards, and requires that members be prepared to justify 
departures from such Statements. 
